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Purchases from the Fund by Japan and Denmark 


The Government of Japan arranged on June 27 to 
purchase US$125 million from the International Mone- 
tary Fund, an amount which is equivalent to 50 per cent 
of Japan’s quota in the Fund. During 1953, Japan pur- 
chased from the Fund the equivalent of US$124 million 
in pounds sterling. It repurchased yen with payments to 
the Fund of $61.6 million in 1953 and $62.4 million in 
1955. Japan’s net foreign currency purchases from the 
Fund did not at any time exceed $62.4 million. 


The Government of Denmark has arranged to purchase 
US$34 million from the International Monetary Fund. 
The amount of this transaction corresponds to 50 per 
cent of Denmark’s quota in the Fund. Drawings of 
US$10.2 million from the Fund in 1947 and 1948 have 
since been repaid. 


Sources: International Monetary Fund, Press Releases, 


Washington, D.C., June 27 and 28, 1957. 


IBRD Loan to Ethiopia 


The International Bank for Reconstruction and Devel- 
opment on June 28 made a loan of $15 million to 
Ethiopia for the extension and further improvement of 
its highway system. The First National City Bank of 
New York is participating in the loan, without the World 
Bank’s guarantee, to the extent of $1,491,000 represent- 
ing the first five maturities falling due from September 1, 
1961 through September 1, 1963. 

This is the second World Bank loan for Ethiopian 
highways. A loan of $5 million in 1950 was made for 
rehabilitation and maintenance of the highway system. 
With the help of that loan and an additional investment 
of Eth$51 million (US$20.4 million) by the Ethiopian 
Government, about 2,900 miles of road have been repaired 
and maintained. As a result, highway traffic has increased 
by 50 per cent, and road and rail freight rates have 
dropped sharply. These have been important factors in 
the rapid expansion of Ethiopia’s foreign trade, prin- 
cipally in coffee and oilseeds. Over the seven years 
1949-55, exports of coffee increased more than twice in 
volume and five times in value, and exports of oilseeds 
rose by 80 per cent in volume and doubled in value. Sub- 
stantial increases in domestic and foreign investment, 
personal incomes, and public revenues accompanied this 
expansion. 

The project now being undertaken comprises the next 
phase of the Ethiopian highway development program, 
which is being carried out by the Imperial Highway Au- 


Europe 


Norwegian Price Policy 

The Norwegian Government has announced that it will 
maintain the cost of living index at 153 (1949=100) 
until the new Parliament meets in January 1958. The 


thority, established as an autonomous agency by the 
Government in 1951. The new roads will open up areas 
with large potential for commercial agriculture, and some 
of them will give access in all seasons to heavily pop- 
ulated regions which can now be reached only in the dry 
season and even then with the greatest of difficulty over 
dirt tracks and trails. The new roads will make it pos- 
sible to increase the production of cash crops by an 
amount estimated at the equivalent of US$25 million 
per year. 

The total cost of the highway program, including main- 
tenance of the existing road network during the period 
of its execution, is estimated at the equivalent of $37.8 
million. The Bank loan of $15 million will cover the 
foreign exchange cost of the road construction and im- 
provements, and the cost of surveying and designing the 
roads. The major contracts for Bank-financed goods and 
services will be awarded on the basis of international 
competitive bidding. Government appropriations will 
cover the foreign currency cost of maintenance, plus the 
local currency cost of the entire project. 

The new loan is for 20 years and bears interest of 55% 
per cent annually, including the 1 per cent commission 
which is allocated to the Bank’s Special Reserve. Amor- 
tization will begin September 1, 1961. 

Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D.C., 
June 28, 1957. 


Parliament has approved this stabilization measure and 

has authorized the Government to pay subsidies to try to 

keep the cost of living index at this level. 

Source: Norges Handels og Sj¢fartstidende, Oslo, Nor- 
way, June 25, 1957, 





Monetary Policy of the Federal Republic of Germany 


The Annual Report for 1956 of the Bank deutscher 
Lander states that during the year the Bank’s money and 
credit policy was concerned mainly with tensions that had 
arisen earlier when full employment was attained in Ger- 
many. The restrictive policy adopted by the Bank in the 
summer of 1955 was intensified in the first half of 1956, 
as the difficulties of maintaining the previous increase in 
the social product became greater, while demand con- 
tinued to expand sharply. 


The Report points to the bottleneck in the labor market 
as the principal cause of the market tensions in the first 
half of 1956. Although employment increased by some 
900,000 persons between mid-1955 and mid-1956, the 
productivity of newly employed workers tended to be 
below prevailing standards; also, the-increase in employ- 
ment was offset, to a growing extent, by a reduction in the 
workweek, as agreed upon in newly concluded wage 
contracts. 


On the other hand, demand continued to rise almost 
unabated in the early months of the year. The principal 
forces behind this increase were (1) the domestic invest- 
ment boom, (2) a renewed increase in foreign demand, 
and thus in the foreign exchange surplus, (3) a continued 
“inflation of incomes,” particularly wage increases, which 
for some time have exceeded gains in economic produc- 
tivity, and (4) the decline in the propensity to save. 
The decrease in the rate of savings occurred largely 
because wage and salary earners spent a larger part of 
their incomes on consumption. 


Developments in the external sector of the economy 
were somewhat paradoxical. In contrast to earlier peri- 
ods—when the balance of payments tended to deteriorate 
rather than to improve in times of economic upswing, 
during which the domestic economy became fully em- 
ployed—the surplus on current account was growing last 
year during the very phase in which internal economic 
strains had reached their climax. This development 
heightened the discrepancy between supply and demand; 
as goods and services were drawn off the domestic econ- 
omy, there was no corresponding reduction in the money 
supply, since practically all foreign exchange surpluses 
were taken over by the Bank deutscher Lander in exchange 
for deutsche mark. The Report claims that the increased 
demand for German exports was caused mainly by the 
investment boom in a number of countries and not, as 
some critics have claimed, by the restrictive measures 
taken by the Bank deutscher Lander. Had the expansion- 
ary tendencies in the Federal Republic been left unre- 
strained, the German price level would, in all probability, 
have risen considerably. Faced with the choice of risking 
inflation for the sake of achieving an equilibrium in the 
balance of payments or of trying to maintain internal 
stability at the price of higher foreign exchange: sur- 
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pluses, the Bank deutscher Lander did not hesitate to 
choose the latter. 


Under these circumstances, further restrictive measures 
were taken, reaching their climax in May 1956 when the 
discount rate was raised to 54% per cent. As a result of a 
tightened credit policy, the expansion of demand subsided 
in the second half of the year, particularly in those sectors 
which reacted quickly to changes in credit. Short-term 
credit, whose movement is representative of developments 
in the credit sector, expanded by only DM 1.6 billion in 
1956 as a whole or about half the expansion in 1955; in 
the second half of 1956 short-term credit rose by only 
DM 300 million, against DM 1.5 billion in the second half 
of 1955. The Report concedes, however, that the slowing 
down in credit expansion was by no means attributable 
exclusively to the restrictive measures taken. For instance, 
the decline in the savings quota affected the banks’ capac- 
ity to extend credit on longer terms. But the Report denies 
that the restrictions imposed by the Bank deutscher Lan- 
der were practically neutralized by the greater recourse 
of exporters and importers to foreign financing facilities 
and by the increasing inflow of foreign exchange. At 
DM 10.2 billion, credit granted last year fell more than 
DM 900 million short of the formation of “money capi- 
tal”—DM 11.1 billion—whereas in 1955 it had exceeded 
the money capital formation by more than DM 2.8 billion. 
The economy was all the more sensitive to the tighter 
credit policy as self-financing possibilities were increas- 
ingly restricted: wages increased during the year more 
rapidly than economic productivity, and the resultant cost 
increases could, in many cases, no longer be passed on, 
The decline in profit margins therefore also served as a 
break to a rapid expansion of investment. 


The expansion of demand subsided particularly in the 
investment sector, a movement which was partly offset 
by continued increases in production by the consumer 
goods industries, where increases in income had begun 
to show their effects. 


This change in the over-all economic picture was taken 
into account by the Bank deutscher Lander when it 
relaxed its policy by making two reductions in the dis- 
count rate—one in September 1956 and the other in 
January 1957. At that time, it stated clearly that the 
reductions should not be interpreted as reflecting an 
intention of stimulating the general level of economic 
activity; the change was made because it could be as- 
sumed that a higher discount rate was not then required 
(see this News Survey, Vol. IX, p. 215). The Bank 
expected that the reductions would reduce the difference 
between the levels of interest rates in the Federal Republic 
and other countries and thus contribute to a reduction 
in the German balance of payments surpluses; but the 
Report adds that the connection ‘between these surpluses 
and the difference in interest rates was by no. means.as 
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close as was assumed in various quarters, particularly in 
foreign countries. 

It would have been in accordance with the “normal” 
eyclical pattern if the easing of tensions in the second 
half of 1956 had continued and been intensified in 1957. 
In the winter of 1956-57, however, this pattern was dis- 
rupted, mainly by a substantial pressure of demand from 
abroad, by an upward adjustment of social expenditures 
resulting in a substantial increase in incomes, and, per- 
haps to a lesser extent, by farm subsidies. Under the 
influence of these factors, there was a relatively sharp 
increase in demand; also, after the summer of 1956, the 
increase in liquidity became more pronounced as a 
result of growing balance of payments surpluses, while 
the Federal Treasury’s cash surpluses gradually declined. 
To counteract this increase in liquidity, the Bank relied 
for some time on open market operations. But: in the 
spring of 1957 it was felt that open market operations 
alone could hardly contain the dangers arising from the 
continuous increase. The Bank deutscher Lander there- 
fore increased minimum reserve rates by 1 per cent (with 
the rates for foreigners’ accounts being raised more 
sharply) and reduced the discount quotas by 15 per cent 
(see this News Survey, Vol. IX, p. 322). These steps 
were brought about by the anticipation that the newly 
strengthened expansionary factors could make possible 
a renewed increase in private investment activity. 
Source: Bank deutscher Lander, Geschaftsbericht fiir 

das Jahr 1956, Frankfurt am Main, Germany, 
1957. 


Yugoslav-Soviet Trade Agreement 

Yugoslavia and the Soviet Union have signed a trade 
agreement covering the period 1958-60. The agreement 
does not set definite limits on the volume of trade, but it 
provides for annual negotiations concerning the expan- 
sion of trade. 

Yugoslav exports to the U.S.S.R. increased from the 
equivalent of US$17.9 million in 1955 to US$41.6 million 
in 1956, and imports rose from US$14.4 million to 
US$70.4 million. The Soviet Union ranked third among 
purchasers of Yugoslav products, taking 13 per cent of 
its exports; and it was second among suppliers, providing 
15 per cent of Yugoslavia’s total imports. Yugoslavia 
exported to the U.S.S.R. nonferrous metals (20 per cent 
of total exports in 1956), equipment, livestock, tobacco, 
leather, textiles, chemicals, alcoholic beverages, and fur- 
niture and wood products, Imports from the Soviet Union 
included wheat (51 per cent of total imports in 1956), 
coal, petroleum, and petroleum derivatives. 

Source: Jugoslawischer Wirtschajtsinformator, Zagreb, 
Yugoslavia, June 1, 1957. 


Discounting of Bills in Greece 
'’ The Greek Currency Committee has decided to permit 
the discounting by banks of drafts and bills offered by 


3 


manufacturers’ and merchants in connection ‘with’ their 
sales on credit of certain goods. An amount equal to 80 
per cent of the value of the invoice will be discountable. 
The measure affects sales of agricultural implements and 
diesel engines and also of electrical tools, pumps, and 
motors, if manufactured in Greece, and of imported 
chassis, trucks, and buses. 


Source: Naftemboriki, Athens, Greece, May 25, 1957. 


Middle East 


Linking of Life Insurance to Living Costs in Israel 


A new plan for pegging life insurance to the cost of 
living index or to the dollar exchange rate is to go into 
effect in Israel in July. The plan, sponsored by nine local 
insurance companies; provides for the issue of 4ife insor- 
ance policies in amounts ranging from 1£1,000 to 
1£10,000. The premium, 85 per cent of the face value, 
will be paid in a single installment. At the end of ten 
years, the insured person will receive the value of the 
premium pegged to the cost of living index or to the 
dollar exchange rate. In the case of his death, the heirs 
will receive the premium increased by 50-100 per cent, 
according to the policy, A similar plan with premiums 
payable in installments is being prepared. 

The insurance companies have arranged to invest a 
large part of the funds accruing from these policies in the 
Palestine Electric Corporation. 

Sources: The Jerusalem Post, Jerusalem, Israel, May 29, 
1957; The Financial Times, London, England, 
June 4, 1957. 


Revised Statute for the Agricultural Bank of Syria 


In accordance with a law promulgated on April 7, 
1957, the state-owned Agricultural Bank in Syria is to 
be reorganized. The new statute replaces the one in force 
since 1937. Several changes have been introduced .to 
augment the resources of the Bank and to liberalize its 
procedures. The capital of the Bank has been raised from 
about LS 45 million to LS 100 million, to be attained 
gradually from budgetary appropriations and accumu- 
lated reserves. The Bank is now entitled to accept de- 
mand and time deposits without any restrictions, and it 
may borrow from the. public by issuing. bonds, with a 
maturity of 5 to 30 years, provided that the total of such 
issues does not exceed the actual capital and accumulated 
reserves. 

The Bank can extend loans to farmers and agricul- 
tural cooperatives for a maximum duration of 10 years 
and against an adequate security in tangible assets or 
personal guarantee. No limit is imposed on the maximum 
amount of each loan, which previously was LS 7,500 per 
individual applicant or LS 50,000 per agricultural co- 


operative. ‘ 





The management of the Bank is entrusted to a Council 
of Administration, composed of 13 members, a director 
general who is assisted by a deputy and a committee of 
three directors, and a government representative. 
Source: Ministry of Finance, Official Gazette [in Arabic], 

No. 18, Damascus, Syria, April 18, 1957. 


Lebanese National Income in 1956 


Lebanon’s Minister of Finance has placed the national 
income of Lebanon in 1956 at LL 1,465 million, an 
increase of 27 per cent from 1952 and 40 per cent from 
1950. Trade contributed most to the increase, although 
both agricultural and industrial production have improved 
considerably since 1950. The Minister forecasts that the 
national income for 1957 will be of the order of LL 1,750 
million. Per capita income in 1956 is estimated at about 
LL 1,000 (or about US$310). 

Source: Middle East Economist and Financial Service, 
Forest Hills, N.Y., June 1957. 


Far East 


Indian Purchase from the Fund 
On June 12, India purchased from the Fund US$72.5 


million with Indian rupees, under a stand-by arrange- 
ment concluded last February. Thus since February India 
has drawn a total of $200 million from the Fund, includ- 
ing the full amount of the stand-by credit (see this News 
Survey, Vol. IX, p. 245). 


Source: Reserve Bank of India, Indian News Digest, 
Bombay, India, June 16, 1957. 


Reserve Bank of India’s Policy on Advances 


The Reserve Bank of India issued on June 7 a directive 
to all scheduled banks and some nonscheduled banks in 
India to reduce substantially their advances against 
foodgrains. The view of the Reserve Bank is that these 
advances have reached such a high level that, unless they 
are reduced, they are likely to aggravate the foodgrain 
price situation. 

For each credit limit and advance against the security 
of foodgrains which had been granted before the date of 
the directive, the margin stipulated or kept is to be 
increased by not less than 5 per cent of the value of the 
foodgrains that comprise the security for the credit limit 
or advance, provided that the margin will not be less 
than 40 per cent of the value of the foodgrains. For each 
credit limit and advance against the security of foodgrains 
which is granted on or after the receipt of the directive, 
a margin of not less than 40 pe: cent of the value of the 
foodgrains is to be maintained. 

The banks are also required to maintain total credits 
against foodgrains in such a manner that by July 12, 
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1957 and in every week thereafter the credit against 
paddy and rice will not exceed 6634 per cent of the level 
prevailing in the corresponding week in 1956, and the 
credit against other foodgrains will not exceed 75 per 
cent. 

The banks are not to sanction for any party a new 
credit limit in excess of Rs 50,000 (US$10,500) against 
paddy and rice or other foodgrains; neither are they 
to permit any existing limits for amounts below Rs 50,000 
against such security to be increased beyond this amount. 


Source: Reserve Bank of India, Indian News Digest, 
Bombay, India, June 16, 1957. 


India’s New Expenditure Tax 


When India’s Minister of Finance introduced the 
budget estimates and proposals for the current fiscal year 
commencing April 1, 1957 in the Lower House of Parlia- 
ment on May 15 (see this News Survey, Vol. IX, p. 369), 
two important new taxes were proposed: an annual levy 
on wealth and a direct tax on expenditure. The latter, 
however, is not payable in the current fiscal year, but 
will be payable only from 1958-59 onward on expendi- 
ture incurred in the previous year. 


The object of the expenditure tax is to restrict exces- 
sive personal consumption expenditure from income or 
from capital and to encourage savings. The tax applies 
only to individuals and to Hindu undivided families 
whose total taxable income exceeds Rs 60,000 
(US$12,600) per annum. The total number of individ- 
uals and families falling in this category is not likely 
to exceed 6,000. The tax is not applicable to expenditure 
incurred in the normal course of business or professional 
activity, nor does it apply to savings, investments, taxes 
other than customs duties, gifts, charitable contributions, 
etc. Expenditure on certain durable consumer goods, 
including furniture and motorcars, may be spread over a 
period of five years for tax purposes. 

For the individual (including wife) , there is a personal 
allowance of Rs 24,000, with an additional allowance of 
Rs 5,000 per dependent child. For Hindu undivided fam- 
ilies, there is e personal allowance of Rs 24,000 for the 
head of the family (including wife) and an additional 
allowance of Rs 5,000 for each copartner and other 
member entitled to maintenance. A maximum of Rs 5,000 
is also deductible in respect of expenses on the marriage 
of each dependent child. The rate of tax on expenditure 
in excess of these allowances increases progressively as 
follows: for the first Rs 10,000, 10 per cent; for the next 
Rs 10,000, 20 per cent; for the next Rs 10,000, 40 per 
cent; for the next Rs 10,000, 80 per cent; on the balance, 
100 per cent. 


Source: Government of India, Press Information Bureau, 
Press Note, New Delhi, India, June 11, 1957. 
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Indo-Afghan Trade Agreement 


Negotiations between India and Afghanistan, to pro- 
mote trade between the two countries in a manner that 
would achieve a balance, were concluded on June 14. 
Further transit facilities are to be provided in accordance 
with the provisions of the Indo-Afghan Treaty of Friend- 
ship and Commerce of 1952. Subject to a ceiling of 
Rs 33.5 million (US$7.04 million), facilities will be 
granted to registered Afghan traders and approved parties 
in India who participated in Indo-Afghan trade during 
the four-year period ended June 30, 1956 to import from 
Afghanistan dry and fresh fruits and medicinal gum 
resin (asafoetida) against payment in Indian rupees. 
The Government of Afghanistan has agreed to afford 
facilities to import from India a variety of goods, includ- 
ing sugar, tea, tobacco manufactures, cotton and rayon 
textiles, jute textiles, leather goods, machinery, chemicals, 
rubber products, and bicycles. , 

The two Governments will consult with each other peri- 
odically to examine these arrangements, with a view to 
modifying them to their mutual advantage. 

Source: Embassy of India, Indiagram, Washington, D.C., 
June 18, 1957. 


Export-Import Bank Loan to Viet-Nam 


The Export-Import Bank of Washington has granted 
to Viet-Nam a $25 million loan for economic develop- 
ment purposes. The loan is to be repaid over a 40-year 
period at 4 per cent interest if repaid in piastres and 3 per 
cent if repaid in dollars, at the option of the Viet-Namese 
Government. 

Source: The Times of Viet-Nam, Saigon, Viet-Nam, 
June 15, 1957. 


Taiwan's Plan to Import Milk Cows 


The Ministry of Economic Affairs of the Government 
in Taiwan has approved a plan for the importation of 
700 head of purebred Australian milk cows, at a cost of 
about US$200,000. It is estimated that the cows would 
give a total of 2.4 million kilograms of fresh milk in a 
year, which .n turn coulu be used to manufacture about 
i.l million kilograms of condensed milk, valued at the 
equivalent of about $500,000. Taiwan’s imports of milk 
products now exceed $3 million a year. 

Source: Chinese News Service, Press Release, New York, 
N.Y., June 4, 1957. 


Export-Import Bank Credit to Japan 


The Export-Import Bank of Washington has extended 
to Japan special short-term credits amounting to $115 
million. Japan is expected to use the credits to buy U.S. 
cotton, wheat, barley, and soybeans. The credits for 
cotton will be repayable within one year, and those for 


the other commodities will be repayable within nine 
months. The interest rate on these credits will be 44 
per cent. The Bank is also prepared to extend a $60 
million credit for cotton at the end of the present growing 
season, in line with similar credits extended in each of 
the past six years. These six credits have totaled $320 
million (see this News Survey, Vol. IX, p. 87), of which 
$258 million has been repaid. A total of $120.1 million 
has been disbursed by the Bank on various loans to 
public and private borrowers in Japan for purchases of 
cotton, electrical generating units, and diesel engines in 
the United States. A total of $57.6 million has been 
repaid on these loans. 

Source: The Export-Import Bank of Washington, Press 

Release, Washington, D.C., June 28, 1957. 


Japanese Production and Export of Raw Silk 


Japan’s production of raw silk in the silk year ended 
May 31, 1957 amounted to 311,893 bales, 1 per cent 
higher than in the previous year. Exports, however, at 
71,069 bales, were 19 per cent lower, principally because 
of an increased consumption of chemical fiber in the 
United States. Domestic consumption was 244,959 bales, 
16 per cent more than in the preceding year. Stocks 
declined to 10,003 bales at the end of May. 


Source: The Japan Times, Tokyo, Japan, June 7, 1957. 


Japanese National Income in 1956 


Japan’s national income for the calendar year 1956 
has been estimated by the Economic Planning Board at 
¥ 7,427 billion in current prices, 13.4 per cent higher 
than the 1955 income. Per capita income increased by 
12.2 per cent, to ¥ 82,547 (US$230). Income originat- 
ing in the secondary industries increased by 21 per cent 
and comprised about 33 per cent of the total. Since the 
value of agricultural production rose only slightly, the 
income originating in the primary sector as a whole 
increased by only 2 per cent; it formed about 20 per 
cent of the total. 

Corporate profits in 1956, at ¥ 792 billion, were 38 
per cent higher than in 1955, and the share of labor, at 
¥ 3,681 billior, was 15 per cent higher. 

Gross ational e penditure increased by 13 per cent, 
to ¥ 8,892 billion. Most of the increase was in private 
investment expenditure, which rose by 54 per cent. Pri- 
vale consumption expenditure increased by only 8 per 
cent and government purchases of goods and services 
by 4 per cent. 

Source: Bank of Tokyo, Weekly Review of Economic 
Affairs in Japan, Tokyo, Japan, June 8, 1957. 


Philippines fo Receive U.S. Surplus Farm Commodities 


Under Public Law 480, the United States will provide 
to the Philippines surplus agricultural commodities valued 





at $10.3 million. The list of commodities contained in an 
agreement recently signed by the two countries includes 
rice ($2.5 million), raw cotton ($4.9 million), dairy 
products ($1.1 million), meat and inedible tallow 
($500,000 each), and dry edible beans ($50,000). In- 
cluded also is a charge of $725,000 for ocean freight. 
The proceeds of the sale of these commodities will be 
used for U.S. expenditures in the Philippines, for defense 


projects, and for loans to the Philippines for economic 
development. 


Source: Philippine Association, Philippine Newsletter, 
New York, N.Y., June 28, 1957. 


United States and Canada 
U.S. Balance of Payments 


In trade and payments with the United States in the 
first quarter of 1957, other countries and international 
institutions drew down their gold and liquid dollar assets 
to the extent of about $500 million, compared with $300 
million in the last quarter of 1956. These declines in 
gold and dollar assets of other countries followed a con- 
tinuous gain from the second quarter of 1952 to the third 
quarter of 1956, during which period the assets rose by 
about $7.5 billion as a result of transactions with the 
United States. The increase had permitted a substantial 
liberalization and growth of world trade. U.S. exports 
of goods and services alone rose between 1952 and 1956 
by $5 billion, to $23.5 billion. Although reserves of 
foreign countries have declined recently, U.S. exports of 
goods and services do not seem to have been affected—in 
part because of the sharp rise in these holdings in 
1952-56 and in part because of $800 million in dollar 
exchange provided by the International Monetary Fund 
to its member countries during the period October 1956- 
March 1957. 

To a large extent, the continued rise in U.S. exports in 
the first quarter of 1957 resulted from temporary factors. 
The closing of the Suez Canal and some Middle Eastern 
pipelines appears to have raised petroleum exports in the 
first quarter of 1957 about $200 million more than would 
have been expected. Wheat exports to Europe were 
higher than usual in the first quarter because of poor 
harvests last summer. Cotton shipments were high as 
foreign consumers rebuilt depleted inventories. Other 
temporary factors adversely affecting the payments posi- 
tions of foreign countries are the relatively large rise in 
the inflow of foreign long-term capital into the United 
States and the large amount of net U.S. receipts from 
unrecorded transactions. These unrecorded transactions, 
which may reflect a temporary movement of capital to 
the United States, amounted to $375 million in the first 
quarter, compared with only $4 million in the first quar- 
ter of last year and only $690. million for the entire 
year 1956. 
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While U.S. merchandise ex; orts. rose more than sea- 
sonally in the first quarter, imports declined slightly 
after seasonal adjustment. Mo:t raw material imports 
fell as industrial production leveled off and residential 
construction continued to decline. Lower prices were a 
factor in the decline in rubber, copper, lead, and zinc 
imports. Imports of manufactured goods were fairly well 
maintained, and imports of coffee, sugar, and cocoa rose 
somewhat more than seasonally. 


At $840 million, military expenditures were about $100 
million greater than a year earlier. The rise resulted from 
larger offshore procurement payments and from higher 
outlays for various installations and services. Govern- 
ment aid to other countries, at $630 million, was about 
13 per cent above that in the previous quarter. The out- 
flow of private capital, at $800 million, was substantially 
larger than in the first quarter of any other postwar year. 
Direct investments were about $140 million higher than 
a year earlier, with most of the increase in Latin America. 
Oil lease purchases in Venezuela amounted to over $50 
million, raising their total since mid-1956 to about $300 
million. A large bond issue by the International Bank 
for Reconstruction and Development also contributed to 
the rise in the capital outflow. The outflow of recorded 
short-term capital, at $240 million, was large for the quar- 
ter. About $56 million of the short-term loans went to 
the United Kingdom, $20 million to Germany, and $15 
million to Italy. Latin America (mainly Mexico, Argen- 
tina, and Colombia) received about $70 million, and 
Japan, $40 million. With few exceptions, the short-term 
funds went to countries that had balance of payments 
difficulties and thus helped to reduce the need for drawing 
on their reserves or lowering their foreign expenditures. 
These loans indicate the potentialities of U.S. private 
banks as a stabilizer in international monetary affairs, 
supplementing public institutions, such as the Interna- 
tional Monetary Fund. 

U.S, transactions with continental Western Europe 
showed the most pronounced change during: the past 
year. Whereas in the first quarter of 1956 the United 
States made net payments of about $145 million to that 
area, it received $325 million, net, from the area in the 
first quarter of this year. The European position 
worsened because of a 50 per cent increase in imports 
from the United States, a large part of which reflected 
the temporarily increased requirements, indicated above. 
Transactions with the non-sterling area countries in Asia 
resulted in a decline in the net dollar flow to that area— 
from over $200 million to less than $10 million. In trade 
with that area, too, U.S. exports rose much faster than 
imports. The balance of payments with Western Hemi- 
sphere countries changed little over the year. The ster- 
ling area position vis-a-vis the United States improved in 
the first quarter of 1957, owing to a large increase in 
U.S, military expenditures in the United Kingdom and to 
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large short-term credits by private U.S. banks to that 
country. 


Source: Department of Commerce, Survey of Current 
Business, Washington, D.C., June 1957. 


Role of State and Local Governments in U.S. Economy 


State and local governments have come to play an 
increasingly important role in the U.S. economy, as a 
result of growing requirements for government services 
by a population increasing rapidly in numbers and 
wealth. Between 1902 and 1955, for example, state and 
local outlays increased about thirtyfold, while gross na- 
tional product rose about twentyfold. Total population 
and employment is about two and one quarter times its 
1900 level, but state and local government employment 
has increased more than five times. The forces respon- 
sible for this rapid expansion in state and local govern- 
ments include the growth of population and its increasing 
concentration in urban and suburban areas; the changes 
brought about by the automobile and other advances in 
technology and the standard of living; and the expand- 
ing responsibilities assigned to government. Despite the 
huge growth of state and local outlays, the pattern has 
not changed markedly over the last 50 years. The most 
striking change is the increase in the share devoted to 
education. While the growth in the school-age population 
has been smaller than that of the population as a whole, 
more than proportionate increases in expenditures have 
resulted from higher educational standards for teachers 
and better facilities. 


State and local expenditures have increased independ- 
ently of general cyclical developments in the economy, 
with the exception of severe downturns in aggregate 
business activity. As a matter of fact, the budgetary 
position of state and local governments has moved coun- 
tercyclically, again with the exception of the great depres- 
sion. A considerable part of state and local revenues 
is raised from property taxes and other sources that gen- 
erally yield a fairly steady flow of income. Even during 
recessions, the public has been willing to accept increases 
in state and local tax rates so that expenditures might be 
maintained; and capital market conditions also have 
remained favorable to state and local financing during 
those periods. 

Sharply rising state and local outlays have played a 
significant part in maintaining business activity at record 
levels in recent months, as some types of private expendi- 
ture have declined. After production and employment 
began to level off late in 1956, state and local employment 
continued to increase at a rate of 20,000 persons per 
month, offsetting much of the decline in factory employ- 
ment. Since the absorption of funds and resources by 
the housing industry has decreased, state and ‘local goy- 
ernments have been able to increase their expenditures 


on construction without adding unduly to inflationary 
strains. Further population growth and shifts will con- 
tinue to result in increased state and local spending in 
the years ahead. Migration from farm to city and the 
more costly migration from city to suburb will tend to 
raise per capita outlays. Since the most rapidly. increas- 
ing part of the population will be children of school age, 
the proportion of outlays for education will have to con- 
tinue to rise. Another stimulus to outlays is the new 
federal highway program. While the availability of fed- 
eral funds may tend to reduce the states’ own. expendi- 
tures on interstate projects, this will free funds for 
unaided highway construction. 
Source: Federal Reserve Bank of New York, Monthly 
Review of Credit and Business Conditions, New 
York, N.Y., June 1957. 


U.S. Business Finance 


In recent discussions of the impact of the restriction 
of bank credit in the United States, questions have been 
raised whether small business firms are not affected 
more severely than large firms because of their more 
limited access to the capital markets. An analysis. of 
statistics covering all corporations in the United States, 
however, indicates that trade credit extended among busi- 
ness firms in financing sales has been important in. the 
reallocation of credit obtained through bank loans and 
security flotations. In general, small companies are the 
principal recipients of credit from larger companies; 
from 1954 through 1956, such credit expanded more than 
can be accounted for by the rise in the volume of sales. 
In contrast, trade credit expanded much less during 
1952-53, when business also was expanding strongly but 
bank credit was being less severely restricted. The con- 
clusion is reached that the recent expansion of trade 


credit was in part a consequence of the restriction of 
bank credit. 


Source: Federal Reserve Bank of Kansas City, Monthly 
Review, Kansas City, Mo., June 1957. 


National Income and Expenditure in Canada 


Gross national product and expenditure in Canada 
declined “slightly, after “allwance for ‘seasénal factors, 
from an annual rate of $31.0 billion in the last quarter 
of 1956 to $30.9 billion in the first quarter of 1957. The 
value of nonfarm output increased about 1 per cent, but 
it is estimated that this reflected mainly an advance in 
prices. The relative stability in the volume of nonfarm 
output interrupts a series of continuotis quarterly in- 
creasés running back to mid-1954.° Farm income was 
recorded as considerably lower than in “1956, becausé 
of the assumption that @ normal crop Will be realized 
this year compared with the abnormal crop of last year, 





The leveling off in gross national product reflects 
divergent movements among major components. In- 
creases from the last quarter of 1956 occurred in labor 
income and consumer expenditure, in exports and im- 
ports, and in business expenditures for machinery and 
equipment. Both housing and nonresidential construc- 
tion decreased; additions to business inventories were 
on a smaller scale than in the last three months of 1956; 
and corporate profits were lower, after allowance for 
seasonal changes. 

Source: Dominion Bureau of Statistics, National Ac- 
counts, Income and Expenditure, First Quarter, 
1957, Ottawa, Canada. 


Other Countries 
Australian Wool Prices 


Strong demand and high prices were maintained dur- 
ing the Australian wool sales in May. Proceeds from 
sales in the ten months ended April 30 totaled £A 387 
million, at an average price of 80.82 pence per pound 
for greasy wool and 100.07 pence for scoured wool. 
Proceeds from sales in the ten months ended April 30, 
1956 were £A 258 million. 

Source: National Bank of Australasia, Wool Letter, Mel- 
bourne, Australia, May 25, 1957. 


New Customs Tariff in Morocco 


A new customs tariff schedule to be applied to the 
entire territory of Morocco became effective on June 5. 
Imports will be divided into five broad categories, with 
duties as follows: primary products needed by agricul- 
ture or industry, a maximum ad valorem duty of 10 per 
cent; semifinished products, a duty of 5-20 per cent; 
finished products, 15-30 per cent; luxury goods, 35 per 
cent; and a specified group of commodities, a higher 
duty. In addition to these basic rates of duty, all imports 
will continue to be subject to a special 24 per cent tax 
and the 5 per cent transaction tax. 

Imposition of the revised tariff followed immediately 
upon the conclusion of agreements abrogating the 
Spanish-Moroccan Treaty of 1861 and the Anglo- 
Moroccan Treaty of 1856, which limited by interna- 
tional agreement the rate of the Moroccan customs duties 
to a basic 10 per cent ad valorem (see this News Survey, 
Vol. IX, p. 308). 

Source: Department of Commerce, Foreign Commerce 


Weekly, Washington, D.C., July 1, 1957. 


Liquidation of Ghana Cocoa Purchasing Company 


The Ghana Farmers’ Council has decided to establish 
the Ghana Farmers’ Marketing Association, to take over 
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the activities of the Ghana Cocoa Purchasing Company 
(CPC) which was liquidated on May 7. The main func- 
tion of CPC, a subsidiary of the Cocoa Marketing 
Board, had been to buy cocoa from local producers. It 
had also operated as a loan agency for the Board; by 
September 30, 1955, loans extended. by CPC included 
£2 million for trading purposes and £2.8 million to cocoa 
farmers for redeeming their debts and for improving 
or expanding their farms. 

The new Association will be run on the cooperative 
system, with an initial capital of £250,000 to be sub- 
scribed by the farmers but guaranteed by the Govern- 
ment or the Cocoa Marketing Board; its main activity 
will be to operate as a licensed purchasing agent of the 
Marketing Board. The Farmers’ Council has agreed that, 
in buying cocoa, the Association will do away with all 
middlemen; it will not follow the practice of CPC and 
extend large loans to farmers, but it will be allowed to 
extend some short-term advances to farmers in off seasons. 


Sources: West Africa, May 25, 1957, and The New Com- 
monwealth, May 27, 1957, London, England. 


Lower Official Price for Ghana Cocoa 


The Ghana Cocoa Marketing Board has fixed the price 
of cocoa for the mid-crop season which began on May 31 
at £3 12s. per load of 60 pounds. The mid-crop of this 
year has been estimated at 12,000 pounds. 

Purchases of the main crop ended on March 31, 1957 
and totaled 261,741 tons; the Marketing Board’s price for 
the main crop was £4 per load. The reduced price for 
the 1957 mid-crop is the same as that which prevailed 
during the period September 1950-September 1954. The 
chairman of the Marketing Board has stated that the 
Board has lost £4.5 million through price stabilization 
during the last two years—£1.5 million up to Septem- 
ber 1956 and about £3 million in the period October 1956 
to February 1957. 


Source: The New Commonwealth, London, England, 
June 10, 1957. 
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